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CONFIDENTIAL JAKARTA 876 

COMMERCE FOR MEPD 

E.O. 11652: GDS 
TAGS: EMIN, ID 

SUBJECT: HIGH-LEVEL MANEUVERS OVER BINT AN ALUMINA SMELTER 

1 . SUMMARY: REPORTEDLY DUE TO THE ENCOURAGEMENT OF HIS SCIENCE 
ADVISER, B.J. HABIBIE, PRESIDENT SUHARTO DECIDED TO GIVE THE 

$450 MILLION ALUMINA SMELTER CONSTRUCTION PROJECT ON BINT AN 
ISLAND TO A CONSORTIUM HEADED BY KLOECKNER INDUSTRIES AND 
INCLUDING ALCOA, WITHOUT GOING THROUGH AN INTERNATIONAL TENDER. 
THIS HAS CAUSED CONSIDERABLE DISSATISFACTION AMONG THE "TECH- 
NOCRATS," AND THEY ARE TAKING ADVANTAGE OF THE PRESIDENT’S 
PREOCCUPATION WITH POLITICS PRIOR TO THE MARCH ELECTION TO 
DELAY THE PROJECT. END SUMMARY. 

2. A $300-450 MILLION ALUMINA SMELTER THE GOI HAS LONG CON- 
TEMPLATED BUILDING ON BINT AN ISLAND HAS APPARENTLY BECOME 
THE OBJECT OF HIGH-LEVEL MANEUVERING WITHIN THE GOI IN RECENT 
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MONTHS. THIS SMELTER WOULD PROCESS LOCAL BAUXITE TO SUPPLY 
AN ALUMINUM SMELTER BING BUILT WITH PANANESE ASSISTANCE 
AT ASAHAN IN NORTH SUMATRA. (SEE JAKARTA 77, A-96, 

PAGE 10 FOR DETAILS.) IN RECENT YEARS THE GOI CONSIDERED 
BUILDING THE BINT AN SMELTER WITH SOVIET CREDITS AND TECH 
NICAL ASSISTANCE. BUT NEGOTIATIONS WITH THE SOVIETS BROKE 
DOWN. THE GOI THEN DECIDED TO SEEK SAUDI ARABIAN FI- 
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NANCIAL ASSISTANCE. THE SAUDIS PROVED TO BE LESS THAN 
FORTHCOMING AND THE GOI DECIDED TO EXPLORE THE POSSIBILITY 
OF CONSTRUCTION ON THE BASIS OF COMMERCIAL AND SUPPLIER 
CREDITS. 

3. IN SEPTEMBER 1977 THE GOI DEPARTMENT OF MINING DECIDED 
TO INVITE A SMALL NUMBER OF FIRMS, INCLUDING ALCOA AND 
KAISER ALUMINUM FROM THE U.S., TO BID ON THE PROJECT. 

HERE THE STORY GETS MURKY. IN OCTOBER, BEFORE THE TENDER 
COULD BE LET. PRESIDENT SUHARTO SIGNED A LETTER GIVING 

THE PROJECT TO A CONSORTIUM HEADED BY KLOECKNER INDUSTRIES 
OF WEST GERMANY AND INCLUDING ALCOA AND ANOTHER GERMAN 
FIRM. HUMBOLDT WEDAG. THE PRESIDENTIAL DECISION REPORTEDLY 
WAS DUE TO THE IMPORTUNING OF HIS SCIENCE ADVISER, B.J. 

HABIBIE. HABIBIE IS A LONG-TIME RESIDENT OF GERMANY. A 

VICE PRESIDENT OF MESSERSCHMIDT, AND GENERALLY HAS CLOSE 

TIES TO GERMAN BUSINESS INTERSTS. ALTHOUGH KLOECKNER IS USING ALCOA 

LICENSED TECHNOLOGY, IT IS NOT CLEAR TO WHAT EXTENT ALCOA WILL 

ACTUALLY BE PARTICIPATING IN THE CONSTRUCTION. 

4. HABIBIE'S FREE-LANCE INTERVENTION MAY, HOWEVER. HAVE 
AROUSED POWERFUL OPPOSITION. THE KLOECKNER REPRESENTATIVE 
HERE IN JAKARTA TOLD US THAT HE FEARS THAT THE PROJECT IS 
OPPOSED BY MINISTERS SUMARLIN, WIDJOJO, AND SADLI. THIS 

IS A FORMIDABLE TRIO OF "TECHNOCRATS' 1 WHO HAVE A DEMON- 
STRATED ABILITY TO GET THINGS DONE. WHETHER THEY HAVE 
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THE ABILITY OR DESIRE TO BLOCK A PROJECT WHICH HAS 
PRESIDENTIAL BACKING IS, HOWEVER, ANOTHER QUESTION. 

KLOECKNER HAS DECIDED TO WAIT UNTIL AFTER THE PRESIDENTIAL 
ELECTION IN MARCH IS OUT OF THE WAY BEFORE TRYING TO PUSH 
ITS PROPOSAL. 

5. SOURCES IN THE DEPARTMENT OF MINING HAVE RAISED QUES- 
TIONS CONCERNING THE ECONOMIC VIABILITY OF THE PROJECT. 

ALTHOUGH A PRE-FEASIBILITY STUDY BY KAISER ENGINEERS CON- 
CLUDED THE POJRECT WAS FEASIBLE (SEE JAKARTA 7790) OUR 
SOURCES MAINTAIN THAT KAISER STUDY WAS OVERLY OPTIMISTIC 
CONCERNING COST ESTIMATES AND THE FUTURE PRICE OF ALUMINA. 
THEREFORE, MINING MAINTAINS PROJECT FEASIBILITY IS CONTINGENT 
ON SOME SORT OF CONCESSIONAL FINANCING. THIS ARGUMENT MAY, 
HOWEVER, REFLECT A DEPARTMENT OF MINES DESIRE TO SEE THE 
PROJECT POSTPONED RATHER THAN GO TO KLOECKNER IN THIS 
SOMEWHAT IRREGULAR MANNER. 

MASTERS 
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